
 
 
 

 
 
 
 
 
March 19, 2014 

 
 
 
VIA HAND DELIVERY & ELECTRONIC MAIL 
 
 
 
Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 

RE:   Docket 4436 - Revised Gas Cost Recovery Filing 
 Responses to PUC Data Requests – Set 1 
 

Dear Ms. Massaro: 
 

Enclosed please find ten (10) copies of the National Grid’s1 responses to the Public Utilities 
Commission’s (“PUC”) First Set of Data Requests concerning the above-referenced proceeding.  

 
Thank you for your attention to this filing. If you have any questions, please contact me at (401) 

784-7288. 
 
Very truly yours, 

 

 
 
 

Jennifer Brooks Hutchinson 
Enclosures 
 
cc:  Docket 4436 Service List 

Leo Wold, Esq. 
Steve Scialabba 
Bruce Oliver 

                                                 
1 The Narragansett Electric Company d/b/a National Grid (“National Grid” or the “Company”). 

Jennifer Brooks Hutchinson
Senior Counsel 
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PUC 1-1 
 

Request: 
 

Please provide the most recent NYMEX strip for natural gas.  
 
Response: 
 
The most recent NYMEX strip for natural gas as of March 5, 2014 for the period April 2014 
through October 2014 is as follows: 
 

April May June July August September October 
$4.523 $4.484 $4.505 $4.539 $4.529 $4.496 $4.505 

 
 
In addition, the NYMEX settlement prices for February 2014 and March 2014 used in response 
to PUC 1-2 and PUC 1-3 are as follows: 
 
February March 
$5.557 $4.855 
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Request: 
 
Based on the most recent NYMEX strip, what would the rate increase need to be in April to keep 
the deferred balance from growing above $34.4 million as of October, 2014?  
 
Response: 
 
Based on updated information, the Company currently projects the deferred gas cost balance by 
the end of October 2014 to be $43.4 million.  In this update, the Company has replaced the 
estimated gas cost and revenue for February 2014 with actual costs and revenue and has also 
updated the estimated gas costs for the period March through October 2014 utilizing a NYMEX 
strip and basis differentials as of March 5, 2014.  
 
In order to achieve a $34.4 million deferred balance by the end of October 2014, the Company 
would need to recover an additional $9.0 million above what its current GCR factors are 
recovering from its customers during the period April through October 2014.  This would result 
in a GCR surcharge of $0.129 per therm ($9.0 million divided by April through October sales of 
69.75 million therms), resulting in a total GCR factor of $0.77 per therm for High Load Factor 
customers and $0.79 per therm for Low Load Factor customers.  A typical residential heating 
customer using 258 therms over the April through October period, would see a total increase of 
$35.00 (or 8.3%) above the amount they would have been billed over this period based on the 
current GCR factor, or an average increase of $5 per month.   
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Request: 
 
Based on the most recent NYMEX strip, what would the rate increase need to be in November, 
2014 to recover the deferred balance if the PUC ordered no immediate rate increase for effect 
April 1, 2014? 
 
Response: 
 
As discussed in response to PUC 1-2, the Company currently estimates the deferred balance at 
the end of October 2014 to be $43.3 million. The major driver for this deferred balance is the 
increase in gas prices as compared to those reflected in the Company’s September 3, 2013 GCR 
Filing,.  In other words, the actual gas prices at which the Company bought gas during 
November 2013 through February 2014 and revised projected prices used to calculate estimated 
gas costs for March 2014 through October 2014 are significantly higher than the forecasted 
prices used to calculate the estimate of gas costs underlying the currently effective GCR factor.   
 
In responding to the specific request, the Company must assume no change in the estimated gas 
costs presented by the Company and approved by the PUC in the Company’s September 3, 2013 
GCR Filing.  Under this assumption, the Company would replace the 2012/13 GCR deferred 
balance of $11.9 million currently being recovered in this year’s GCR factor and which is 
scheduled to end on October 31, 2014 with the above $43.3 million estimate of the deferred 
balance.  This would result in a net increase in the amount to be recovered through the 2014/15 
GCR factor of $31.4 million.  Assuming this is the only change to the amount to be recovered 
through the 2014/15 GCR factor, the GCR factor under this scenario would be increased by 
$0.1246 per therm1, reflecting the recovery of $31.4 million over 12 months.  
 
However, the Company believes it is not likely that estimated gas costs for the 2014/15 GCR 
year will equal what it had estimated for the current GCR year except for a change in the amount 
of recovery for the prior year’s deferred balance.  The Company cannot predict with any level of 
certainty what it may experience in the market next year, but the Company can apply some 
simple assumptions based on what it has experienced this year to date to illustrate a potential 
likelihood on what could be seen for estimated gas costs for the 2014/15 GCR year.  Assuming 
normal sendout and pricing for next year similar to that experienced this year, customers could 
experience an increase in the estimate of gas costs for the 2014/15 GCR year of approximately 

                                                            

1 This value is calculated as $31.4 million divided by annual normal sales of 260 million therms, and reflects the 
uncollectibles gross up of 3.18%. 
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 $37.4 million.2  Therefore, delaying the recovery of the $43.3 million estimated deferred balance 
until November 2014, which would be added on top of a potential increase in estimated gas costs 
for the new GCR year of $37.4 million could result in a total possible increase in the amount to 
be recovered from customers beginning November 1, 2014 of $68.8 million (the $31.4 million 
increase in the prior year deferral amount plus the $37.4 million increase in gas costs for the 
2014/15 GCR year).  Under the conditions described above, the increase in GCR factor would be 
$0.2732 per therm3 beginning in November 2014.  Under these assumptions, this increase would 
result in significant bill increases to all customers billed through the GCR mechanism, whereby a 
typical residential heating customer using 846 therms per year could see a $231, or 20%,4 bill 
increase from one GCR year to the next GCR year.    
 
The Company believes that it needs to begin to collect a portion of the deferred balance 
beginning in April 2014 for two reasons: (1) to recover current costs from current customers 
while being mindful of bill impacts to all customer rate classes, and (2) to mitigate the total 
increase customers might experience as a result of an increase in estimated gas costs as a result 
of future market pricing.   
 

(1) The GCR mechanism is designed to recover current costs from current customers 
during a GCR year (November through October) and allows for interim 
adjustments to the GCR factor to minimize the recovery of current costs from 
future customers.  In this filing, the Company is attempting to match the recovery 
of current costs within the GCR year while at the same time balancing customer 
bill impacts.  The Company believes that its proposal to recover approximately 
$17.5 million of the estimated under recovery during the April 2014 through 
October 2014 period and delaying recovery of the remaining $25.8 million, based 
upon the updated estimate reflected in the February 2014 deferred report and 
reflected in the response to this information request, to the next GCR year would  

(2)  

                                                            

2  Calculated as the difference between the current cost per dktherm associated with the variable component of gas 
costs for the 2013/14 GCR year as reflected in the Company’s February 2014 deferred gas cost report, page 1, line 
21 of $170.2 million vs. the estimated cost per dktherm associated with the variable component of gas costs for 
the 2013/14 GCR year contained in Attachment AEL-3, page 3, line 1 of $115.8 million, multiplied by the 
weather normal annual sales for the GCR year.  The specific calculation is [ ($170.2 million ÷ 28.7 million 
dktherm) – ($115.8 million ÷ 25.8 million dktherm) ] x 25.8 million dktherm, or [ $5.93 - $4.48 ] x 25.8 million, 
or $37.4 million. 

3 This value is calculated as $68.8 million divided by annual normal sales of 260 million therms, and reflects the 
uncollectibles gross up of 3.18%. 

4 The estimated dollar and percentage increases are based on the 2013-2014 annual residential heating bill of $1,169 
for customer using 846 therms. 
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contribute towards stabilizing the overall increase to customers over the nineteen 
month period of April 2014 through October 2015.   
 

(3) The Company believes caution is warranted in evaluating whether to delay 
recovery of the full amount of the estimated deferred balance to November 2014.  
Beginning a meaningful recovery on April 1, 2014 will mitigate the potential 
impact of the GCR factor for November 1, 2014 reflecting increased recovery as a 
result of potenitally higher estimated gas costs. Under the Company’s proposal to 
recover $17.5 million of the deferred balance during April 2014 through October 
2014 and the remaining $25.8 million beginning in November 2014, and the 
assumptions for the potential increase in estimated gas costs of $37.4 million, the 
increase in GCR factor would be $0.2037 per therm5 beginning November 1, 
2014 and the increase in the annual bill of a typical residential heating customer 
using 846 therms per year would be $172, or 15%.6 

                                                            

5 This value is calculated as $51.3 million (total cost of $68.8 million less $17.5 million recovery beginning April 1, 
2014) divided by annual normal sales of 260 million therms, and reflects the uncollectibles gross up of 3.18%. 

6 The estimated dollar and percentage increases are based on the 2013-2014 annual residential heating bill of $1,169 
for customer using 846 therms. 
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Request: 
 
Has the company met both its purchase and storage targets for the GCR period?  
 
Response: 
 
The Company has a hedge purchase target and a November 1 storage inventory target.  The 
Company met or exceeded these targets as of November 1, 2013 for the GCR period    
November 1, 2013 through October 31, 2014.   
 
The hedge purchase target is a percentage of all forecasted purchases based on normal weather.  
The hedge purchase target is 60% of the forecasted purchases in the months of April and 
October.  The remaining ten months of the year have a hedge purchase target of 70% of the 
forecasted purchases.  This hedge percentage is comparing the hedge volumes to the forecasted 
purchases and does not include storage, LNG, or discretionary hedges.  In addition, the Company 
must also have a minimum of 80% of the forecasted normal weather requirements (firm sales) 
hedged in December, January, and February, and 75% of the forecasted requirements in 
November and March.  This hedge percentage is comparing mandatory hedges, discretionary 
hedges, and forecasted underground storage and LNG withdrawals against the forecasted 
requirements.  The November 1 storage inventory target requires the Company to have 
underground storage filled to 95% of the storage capacity for all fields except for the two 
Tennessee Gas Pipeline FSMA storage fields.  The FSMA storage fields have a target of 80% of 
the storage capacity.  The unfilled storage capacity is needed to manage daily swing 
requirements in November. 
 
The volumes contained in the GCR filing are used to establish a commodity rate for the GCR 
year and do not represent purchasing targets.  The volumes shown in the GCR filing are based on 
normal weather and are a result of using the SENDOUT model. 
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Request: 
 
Please discuss the rationale behind the company’s decision to include non-heating customers in 
the increase, when the under--collection was incurred during two heating seasons.  Or, please 
justify why approximately half of the under--collection is proposed to be recovered during the 
non-heating season when the under--collection was incurred during the heating seasons of 
2012/2013 and 2013/2014.  
 
Response: 
 
A major factor contributing to the $34.5 million projected under-- recovery of gas costs was the 
increase in the price of gas purchased.  Since this purchased gas was more expensive than the  
forecasted gas cost used to calculate the current GCR factor approved by the PUC, and this gas 
was purchased on behalf of all customers, including residential non-heating customers,  it is 
appropriate that all customers (both heating and non-heating) be assessed the proposed 
surcharge.  This increase in gas cost is associated with the commodity component of the GCR 
factor, which is a uniform per-therm factor assessed to all customers.  Therefore, since the 
commodity component of the GCR increased and all customers are assessed the uniform GCR 
factor, it is appropriate to apply this surcharge uniformly to all customers. 
 
Customers are billed an annual GCR factor which results in billing customers an average 
commodity rate throughout the year.  The current GCR mechanism does not attempt to reflect 
any seasonal variances in commodity prices and is not intended to match, on a monthly basis, gas 
cost incurred with gas cost recovery.  The GCR mechanism is designed to recover current costs 
from current customers during an annual GCR period (November through October) and allows 
for interim adjustments to the GCR factor to minimize the recovery of current gas cost from 
future customers.  In this filing, the Company is not attempting to match the recovery of gas 
costs based on the heating and non-heating seasons, but instead is attempting to match the 
recovery of current gas costs within the an annual GCR period.  Since there is always some ebb 
and flow in the Company’s firm sales customer base over time, the Company is proposing to 
adjust its current GCR factor to recover a portion of the projected under-recovery from the 
customers who were responsible for generating it.  In other words, the Company is proposing to 
adjust its current GCR factor with the intent of recovering from its current firm sales customer 
base the gas costs associated with its actual and forecasted purchases on their behalf during the 
current GCR period ending October 2014.  The Company is attempting to match the recovery of 
the increase in gas costs with those customers who have caused the Company to incur those 
costs.  By deferring the recovery of the increased gas costs to a future period, there will likely be 
future firm sales customers who would be responsible for paying for gas costs which they did not 
cause the Company to incur nor did they receive the benefit of the gas associated with the 
increased cost.   
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The Company believes that its proposal to recover approximately half of the projected under- 
recovery and delaying recovery of approximately $17 million to the next GCR period reflects the 
Company’s consideration of the timing of the need to adjust its GCR factor over the non-heating 
season and the resulting bill impacts associated with requesting recovery of the full amount by 
October 2014.  The Company’s proposal strikes a balance between the impact to customers of an 
increase in the GCR factor and the need for the Company to recoup cash it has paid to its 
suppliers for higher cost gas purchased on behalf of its firm sales customers. 
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Request: 
 
Assuming the 16.3% increase in GCR costs, what is the bill impact to customers with the 
proposed April 1, 2014 ISR increase included in the analysis?  
 
Response: 
 
Please see Attachment PUC 1-6, which reflects the bill impact resulting from both the 
implementation of the proposed GCR factor and the proposed FY 2015 ISR factors.  For a 
residential heating customer, the bill over the period April 2014 through October 2014 will 
increase from 16.3% to 17.2%. 
 
Please note that the original bill impact analysis found in Attachment AEL-4 of the Company’s 
February 14, 2014 filing included the proposed FY 2015 ISR factor in both the “Current Rates” 
and “Proposed Rates” columns.  Therefore, although the bill increase in the “Difference” column 
(Proposed Rates vs. Current Rates) did not include the increase resulting from the proposed 
increase in the FY 2015 ISR factors, the total bill for the period April through October 2014 
displayed in the column labeled “Proposed Rates” did reflect the proposed FY 2015 ISR factors. 
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